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RECENT MONETARY AND CREDIT DEVELOPMENTS
Monetary expansion, which had been at
a very rapid rate in the last half of 1950,
was interrupted in the first half of 1951 and
the volume of privately held deposits and
currency declined somewhat. This develop-
ment was the result primarily of a large sur-
plus of Treasury cash receipts over expendi-
tures and a gold outflow, both of which
occurred in the first few months of the year,
and some slackening in bank credit expan-
sion during most of the second quarter.
Demand for credit continued very large
in the first half of this year, and availability
of credit at banks and at other lending
institutions was brought under increased
restraint by a series of measures adopted by
the Federal Reserve System and the Treas-
ury. Stronger limitations were put on the
availability of bank reserves for credit ex-
pansion by increases in member bank re-
serve requirements and particularly through
the adoption of a more restrictive Federal
Reserve open market policy. The latter
action was taken to hold to a minimum the
monetization of the Government debt and
to encourage lenders to retain their Gov-
ernment securities rather than sell them in
order to lend to private borrowers.
These measures for curtailing general avail-
ability of credit were supplemented by a
voluntary credit restraint program through
which banks and other lending institutions
cooperate to restrict nonessential credit.
Regulations limiting the terms for con-
sumer instalment credit, stock market credit,
and certain kinds of mortgage credit,
most of which were in effect at the beginning
of the year, also restricted the use of credit
in these areas.
Expansion of the private money supply is
likely to occur in the second half of 1951 for
seasonal business reasons and as the Treasury
draws on the large cash balance which it
held at midyear to pay for the growing vol-
ume of defense production. The amount
of any additional monetary growth will
depend largely on the extent to which
bank credit is used for financing either
private expenditure programs or Govern-
ment defense spending.
CHANGES IN THE MONEY SUPPLY
Total private holdings of deposits and
currency declined about 2.5 billion dollars
in the first half of 1951. This development,
which was due partly to seasonal factors,
followed an exceptionally large increase in
the second half of 1950 and a period of
stability in the first half of 1950 prior to the
Korean outbreak, as is shown on the chart
on the following page.
Most of the contraction was in privately
held demand deposits. These declined over
2 billion dollars in the first half of 1951 as
compared with a drop of less than a billion
dollars in the same period a year ago and an
increase of over 7 billion in the last half of
1950. Time deposits rose slightly, reversing
the decline that accompanied the consumer
buying wave last summer. Currency out-
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1946 1947 1948 1949 1950 1951
Data partly estimated by Federal Reserve on. dates other than
June and December. Demand and time deposits partly estimated
on June and December dates through December 1946. Demand
deposits adjusted exclude interbank and U. S. Government
deposits and cash items in process of collection. Time deposits
include those in Postal Savings System and in mutual savings
banks as well as in commercial banks, but exclude interbank
deposits. Data are for end of month, 1946, and last Wednes-
day of month thereafter except for June and December call
dates. Data subsequent to December 1950 are preliminary.
Latest figures are for June 27, 1951.
side banks declined by about the usual sea-
sonal amount for the first half of the year.
Although the amount of money held by
individuals and businesses decreased some-
what during the first half of 1951, the rate
of its use continued to increase. Turnover
of demand deposits at banks in leading
cities outside New York has been at the
rate, after adjustment for seasonal varia-
tion, of 22 times a year, which is higher than
at any time since 1937. Turnover began to
increase with the expansion of economic
activity early in 1950 and accelerated sharply
after the Korean outbreak, as is shown in the
chart. The rate of turnover of deposits is
still much lower than it was in the 1920's.
The decline in the privately held money
supply in the first half of the year reflected
primarily the favorable developments in the
fiscal position of the United States Govern-
ment, a gold outflow, and a combination of
740
restrictive credit and debt management
measures. During the six-month period
Government cash receipts from the public,
including receipts of Government agencies
and trust funds, exceeded expenditures by
about 6.8 billion dollars. The surplus was
built up in the first quarter of the year
when receipts from corporate and indi-
vidual income taxes were greatly in excess
of expenditures. While this is a customary
seasonal development, the excess was much
larger this year than in other recent years.
Over 4.6 billion dollars of the cash surplus
was used in a way which tended to reduce
the private money supply over the first half
of 1951. A substantial amount was retained
in the Treasury's cash balance, which in-
creased over 3 billion dollars during the
period. The rest of the Government surplus
—3.7 billion—was used for debt retirement.
About 1.6 billion of this was reflected in a
reduction in bank portfolios and had a con-
tractive effect on the volume of money, as is
MAJOR FACTORS AFFECTING THE MONEY SUPPLY
[In billions of dollars; partly estimated]
Factor
Bank loans and investments
other than U. S. Govt. securi-
ties i



































































1 Commercial and mutual savings banks.
2Commerical and mutual savings banks and Federal Reserve
Banks.
3 Excludes deposits and currency held by banks and the U. S.
Government.
* At commercial and mutual savings banks and the Postal
Savings System.
« Less than $50,000,000.
NOTE.—Changes are based on data for Dec. 31, 1949, June 30,
1950, Dec. 30, 1950, and June 27, 1951. Estimates for June 27,
1951 are preliminary. Figures may not add to totals because of
rounding.
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Annual Rate of Turnover
TURNOVER OF DEMAND DEPOSITS
Monthly Annual Rate of Turnover
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leading cities. Latest data are for May 1951.
shown in the table. Private nonbank in-
vestors also reduced their holdings of Gov-
ernment securities about 2 billion dollars.
Government cash surplus used ultimately
for retiring this debt was thereby returned
to private balances.
A decline in the gold stock of the United
States exerted a further contractive influence
on the money supply. The gold outflow,
which had been under way since late 1949,
accelerated in the second half of 1950 and
reached a peak in the early months of 1951.
Since April, however, it has nearly ceased.
The outflow of gold since 1949, arising from
the net flow of dollar payments to foreigners
throughout the period, had been due
basically to a marked increase in United
States imports and to an expansion in the
outflow of private capital from the United
States, while the downward adjustment of
United States financial aid to foreign coun-
tries proceeded more slowly. In addition,
there was in the first quarter of 1951 some
movement by foreign monetary authorities
to convert accumulated dollar balances into
gold. The change since April has reflected
both the reappearance of a large export
surplus from this country and a tendency
for foreign countries to keep dollar accruals
in the form of dollar balances or securities
rather than in gold.
Contractive effects on the private money
supply of the large Treasury cash surplus
and the gold outflow in the first quarter of
1951 were offset in part by a continued ex-
pansion of bank credit to borrowers other
than the United States Government. Fol-
lowing an exceptionally rapid increase in
the last half of 1950, bank loans and bank
investments in State and local government
securities increased considerably further
during the first quarter of 1951, a period of
the year when such credit usually shows
little change or declines somewhat. The
expansion slackened in the second quarter
although there were substantial increases
late in this period.
RECENT MEASURES OF CREDIT RESTRAINT
Measures for combating inflation by re-
straining credit expansion were undertaken
shortly after the outbreak in Korea in mid-
1950 and were broadened in the first half
of 1951. Action has been taken along several
lines to restrict the total volume of credit
available, to limit the demand for certain
kinds of credit, and to channel into essential
areas such credit as is available.
To restrict the availability of bank re-
serves for loan expansion, changes were
made in the Federal Reserve discount rates
and open-market operations in the second
half of last year. These measures were
greatly strengthened by several actions taken
in the first half of 1951. In January reserve
requirements of member banks were raised
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to their upper legal limits except at central
reserve cities. This increased by about 2
billion dollars the amount of reserves mem-
ber banks were required to keep. It ab-
sorbed the nearly 1 billion dollars of new
reserves that banks acquired through a post-
Christmas return of currency from circula-
tion and also put banks under pressure to
sell Government securities in order to adjust
their reserve positions. These sales further
reduced the volume of Government securi-
ties, particularly short-term issues, which
banks could sell or cash at maturity in order
to expand their loans.
Early in March the Treasury and the
Federal Reserve announced that an agree-
ment had been reached with respect to debt
management and monetary policies to be
pursued in furthering their common pur-
pose to minimize monetization of the pub-
lic debt and at the same time to assure the
successful financing of the Government's re-
quirements. In accordance with this agree-
ment, the Treasury offered in exchange for
the two longest-term 2
l/2 per cent restricted
bonds an issue of nonmarketable bonds with
a longer term and a higher interest coupon
and with the privilege of conversion into
shorter-term marketable \
l/2 per cent notes.
The purpose of this offering was to en-
courage long-term investors to retain these
Government securities and thus minimize
monetization of the public debt through
their liquidation. Of the total of 19.7 billion
dollars of the restricted Treasury bonds of
1967-72 outstanding, 13.6 billion were con-
verted.
While the Treasury acted to immobilize
part of the publicly held debt, the Federal
Reserve took steps to check the sale of
marketable Government securities to the
Reserve Banks. The System closely limited
its purchases of short-term securities to what
was essential in connection with short-run
money market adjustments. Following this
change in System open market operations,
rates on short-term Government securities
rose irregularly in March and April and
reached levels in mid-May about % to
 3/&
of 1 per cent above those prevailing early
in the year.
During most of April and in May Federal
Reserve open market operations tended to
reduce the volume of bank reserves and to
keep banks under pressure to maintain their
reserve positions. Some selling of short-
term Government securities by banks as well
as substantial sales of Treasury bills by the
Federal Reserve were absorbed by nonbank
investors. By the end of May member bank
excess reserves were at very low levels and
banks were borrowing heavily from the
Federal Reserve Banks to maintain their re-
serve positions, as is shown in the chart.
Several debt-management moves made by
the Treasury in May had important anti-
inflationary effects in the credit market. In
mid-May the Treasury announced that it
was not exercising its privilege of calling for
payment on September 15,1951, the 8 billion
dollars of 2 per cent bonds first callable on
that date and maturing two years later.
This step, which reflected the fact that under
the prevailing interest rate structure the
Treasury could gain little or no advantage
by refunding the bonds at this time, greatly
reduced the volume of Government securi-
ties to be refunded in the second half of
1951. At the same time the Treasury an-
nounced the offering of a new savings note
with yields ranging from 1.44 per cent for
six months up to 1.88 per cent for the full
three-year investment. These yields were
about Y2 of 1 per cent higher than those
on the old savings note. Late in May the
Treasury offered a 1% per cent 9
l/2 month
certificate maturing April 1, 1952, in ex-
change for the 10 billion dollars of mar-
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Data are averages of daily figures for week ending Wednes-
day. For excess reserves data are partly estimated and are
preliminary subsequent to June 13, 1951. Weekly figures of
borrowings may include small amounts of Federal Reserve
Bank discounts and advances for nonmember banks and others.
For Treasury bills rate is average of daily mean yield on the
longest outstanding issue. Latest data are for week ended
July 4, 1951.
ketable securities maturing on June 15 and
July 1. This offering, which was priced so
that the maturing issues commanded a
moderate premium in the market, was well
received by investors and in total about 95
per cent of the maturing securities were ex-
changed for the new issue.
Bank reserve positions eased temporarily
in early June. Excess reserves increased,
banks were able to repay borrowings at the
Federal Reserve, and yields on short-term
Government securities declined. This change
resulted from a combination of factors, in-
cluding a large temporary reduction in the
Treasury balance at the Federal Reserve and
Federal Reserve System purchases of
maturing Government securities largely
from corporate holders who needed cash
for tax and dividend payments. The sharp
decline in the Treasury balance was caused
primarily by a transfer of funds between the
Treasury account at the Reserve Banks and
its tax and loan accounts at commercial
banks in connection with the redemption
for cash of outstanding Series D savings
notes and the subsequent use of these funds
to purchase the new savings note.
After mid-June member bank excess re-
serves declined reflecting both a drain on
bank reserves as the Treasury balance at the
Reserve Banks was rebuilt and an increase
in total required reserves. The latter was
due largely to an increase in deposits which
occurred as corporations sold short-term
Government securities to banks to rebuild
balances drawn down by quarterly tax
and dividend payments. Early in July bank
excess reserves were around the minimum
levels the banking system seems to want for
operating purposes, bank borrowings at the
Federal Reserve were up somewhat from the
low volume of mid-June, and yields on
Treasury bills were at about the levels
reached in mid-May.
CHANGES IN LONG-TERM CREDIT MARKETS
Availability of long-term credit in the
mortgage and the corporate and municipal
bond markets was considerably curtailed by
developments following the announcement
of the Treasury-Federal Reserve agreement
in early March. For a number of months
the total demand for long-term credit, which
has been exceptionally large in recent years,
had considerably outstripped the supply of
funds for such investment becoming avail-
able from new savings and repayment of
outstanding loans. Some holders of market-
able Government bonds, such as insurance
companies and savings banks, had been sell-
ing heavily from their portfolios in order
to raise funds to meet this surplus demand
for long-term credit, and the volume of such
sales had been greatly in excess of buying by
other private investors. To prevent declines
in prices of Government securities, the Fcd-
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cral Reserve System had been purchasing the
excess of Government bonds offered for sale,
thereby increasing both the money supply
and the volume of reserves that banks had
available as a basis for expansion of their
credits. As a result of the Treasury con-
version offer for the two longest-term re-
stricted bonds, a substantial portion of the
Government bond portfolios of nonbank
lenders was immobilized. After the close
of the conversion offer, Federal Reserve pur-
chases of bonds were sharply reduced, and
bond prices declined in response to selling
pressures in the securities market.
At the lower prices and higher yields on
Government securities and in view of the
greater difficulty of finding buyers, with the
changed Federal Reserve policy, lenders have
become more reluctant to sell their Govern-
ment bonds to extend credit to private bor-
rowers. With the curtailment of this in-
flationary source of funds, savings institutions
have begun to limit their new commitments
to extend credit, particularly mortgage
credit, and these lenders are now matching
more closely their new long-term extensions
with the funds they have available from new
savings and from repayments on old loans.
With the change in capital market con-
ditions a number of corporate and municipal
financing programs have been postponed,
cut back, or canceled. The total volume of
such financing, however, is still large.
SELECTIVE CREDIT CONTROLS
Demand for credit of certain types has
been restricted by regulation of the terms
under which such credit could be granted.
Last autumn, under authority of the De-
fense Production Act of 1950, the Board
issued Regulation W establishing minimum
down payments and maximum maturities
on instalment credits for the purchase of
certain durable consumer goods. Under
the terms now in effect, the inflationary ex-
pansion of consumer purchasing power
through increases in consumer instalment
credit has been stopped. In the eight-month
period October 1950-May 1951, instalment
credit outstanding has declined over 400
million dollars. This compares with an
increase of about 1.8 billion in the cor-
responding period a year earlier.
Restraints on certain housing credits were
put into effect last summer and early au-
tumn. In July the terms were tightened
somewhat on mortgages insured or guaran-
teed by the Federal Housing Administration
and the Veterans Administration. In Octo-
ber under authority of the Defense Produc-
tion Act, the Board of Governors, with the
concurrence of the Housing and Home
Finance Administrator, issued Regulation X
which limited the credit that could be ex-
tended through noninsured mortgages on
certain new residential construction. Re-
lated measures were announced at that time
by the Federal Housing Administration and
the Veterans Administration, tightening fur-
ther the terms of insured and guaranteed
mortgages. By steps taken in early 1951
Regulation X was revised to apply restric-
tions to credit on nonresidential construc-
tion and new multi-unit residences not pre-
viously covered.
In the first months after their issuance the
real estate credit regulations had little effect
on the amount of real estate credit extended
because they did not apply to credit on a
large number of houses already under con-
struction, to credit already committed, or to
noninsured credit for purchase of existing
houses. More recently the proportion of
housing construction subject to the regula-
tions has been rising, and the regulations
have become increasingly effective. Partly as
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a result of the regulations and to a large ex-
tent because of the tightening in the supply
of funds in the mortgage market, private
housing starts this spring—although large
compared with most earlier years—have
shown little of the usual seasonal rise and
in April, May, and June were more than
one-third below the record levels of the
corresponding months a year ago.
Regulation of stock market credit has
been a continuing restraint on expansion of
this type of credit. In January the Board of
Governors exerted a further tightening in-
fluence by increasing margin requirements
from 50 per cent to 75 per cent of the market
value of the securities.
PROGRAM FOR VOLUNTARY CREDIT RESTRAINT
Measures for restricting the total volume
of credit available have been reinforced by
the Voluntary Credit Restraint Program,
which is directed primarily toward curbing
the extension of nonessential credits not
covered by selective credit regulations.
Under authority delegated by the President
under the Defense Production Act of 1950
and after approval of the Attorney General
given early in March, the Board of Gov-
ernors cooperated with representatives of
financing institutions in establishing a na-
tional Voluntary Credit Restraint Commit-
tee. This Committee, which includes repre-
sentatives of commercial and savings banks,
investment bankers, insurance companies,
and savings and loan associations, has as a
primary responsibility the establishment of
criteria for distinguishing between essential
and nonessential credit. For this purpose it
has issued a series of bulletins covering
various kinds of credits. The national com-
mittee has also set up regional committees
to deal with problems in the various sections
of the country.
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Through voluntary cooperation of thou-
sands of individual financing institutions
under the program, progress has been made
in the restriction or postponement of credit
not essential to the economy at this time.
The national and regional committees have
been very active familiarizing lenders with
the details of the program. Many requests
for advisory opinions regarding specific
loans have been sent in by lenders to the
appropriate committees. While it is im-
possible to determine precisely the volume of
credit that has been denied, a very large
number of loan requests, including several
sizable ones, have been delayed or refused
by lenders acting voluntarily in accordance
with the principles of the program.
CHANGES IN BANK CREDIT
Expansion of bank credit to private bor-
rowers and State and local governments
slackened during most of the second quarter
of 1951 after a rapid growth in the first
three months of the year and throughout
1950. Total loans at all commercial banks
increased by about 2 billion dollars during
the first quarter of 1951 and bank portfolios
of State and local government securities rose
by about 200 million dollars. The expan-
sion in loans in the first three months repre-
sented a record peacetime growth for this
time of year. During the second quarter of
the year, after the Treasury-Federal Reserve
accord and the institution of the Voluntary
Credit Restraint Program, commercial bank
loans expanded by about 1 billion dollars,
and bank holdings of State and local govern-
ment securities showed little change.
Loans to business enterprises have ac-
counted for nearly all of the increase in
total loans at commercial banks since the
beginning of the year, as is shown on the
chart on the following page. These loans
expanded by nearly 2 billion dollars, or about
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8 per cent in the first quarter. They de-
clined somewhat during most of the second
quarter, but not as rapidly as is usual at this
season of the year. Late in the quarter there
was an increase.
More complete information as to the na-
ture of bank loans being advanced to busi-
nesses has been available since early April.
At the request of the Voluntary Credit Re-
straint Committee, the Federal Reserve Sys-
tem has been collecting reports from a group
of the largest member banks on the types of
businesses that are borrowing or repaying
loans and on the purposes of the loans.
These banks account for about two-thirds
of total business loans at all banks.
The figures indicate that in recent weeks
new borrowings have been undertaken
mainly to finance direct defense contracts
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All insured commercial banks in the United States. Business
loans include commercial and industrial loans, open market
commercial paper, and acceptances. Consumer loans exclude
single payment loans to individuals of $3,000 and over. Agri-
cultural loans and loans for purchasing or carrying securities
are not shown. Municipal securities include State and local
government obligations. Latest figures are for June 1951 and
are estimated.
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and what may be termed "defense-support-
ing" activities. Engaged in these activities,
in part at least, are manufacturers of metals
and metal products and public utilities, in-
cluding transportation concerns, which have
been important borrowers recently, as is
shown on the following chart. Defense bor-
rowing was insignificant during the large
loan expansion last fall.
Some recent new borrowing, however,
has been done by business concerns in in-
dustries that are not engaged generally in
defense or defense-supporting activities.
Loans to manufacturers of textile, apparel,
and leather products and to wholesale and
retail trade firms have risen in recent weeks.
Sales finance companies also have increased
their bank borrowing somewhat since early
April, mainly to finance increased lending
by these companies to automobile dealers and
other retailers.
Significant reductions have occurred, how-
ever, in the outstanding bank indebtedness
of some types of business not engaged in
defense activities. Reductions have included
seasonal repayments of loans by commodity
dealers and processors of agricultural prod-
ucts. Loans to these types of businesses typi-
cally increase when the major crops are har-
vested in the fall and decrease through the
rest of the crop year as farm products are
consumed. Recent repayments by these
types of borrowers, however, have not been
so large as their new borrowings last fall.
This development, together with the ap-
pearance of new defense loans, has prevented
a substantial decline in business loans such
as usually occurs at this time of year.
Real estate loans at commercial banks,
increased about 600 million dollars in the
first six months of this year. This compares
with increases of around 1 billion dollars in
the same period of recent years other than
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Millions of Dollars
CHANGES IN BUSINESS LOANS. BY INDUSTRY OF BORROWER






Data reported by over 200 of the largest weekly reporting
member banks. Textile, etc., manufacturers includes apparel
and leather,
tobacco.
Food, etc., manufacturers includes liquor and
1949. The smaller growth reflects the effects
of general credit controls and the regula-
tions on real estate loans, as well as the fact
that many banks are approaching the limits
for such loans established either by law or
as a result of managerial decision. For the
past two years growth in real estate loans
has been less rapid at commercial banks than
at savings and loan associations, life in-
surance companies, or mutual savings banks,
and the proportion of the total outstanding
mortgage debt held by commercial banks
has declined.
Bank lending to consumers fell slightly
during the first half of this year. This is
in contrast to an increase of nearly 900
million in the same period of last year
and substantial increases in the correspond-
ing period of other postwar years. All of
the decline in the consumer debt at banks
thus far this year has been in instalment
loans. Single-payment loans to individuals,




The interruption of monetary expansion
in the first half of 1951 has reflected several
factors that are temporary or seasonal in
nature. Expansion of the privately held
money supply has been resumed in recent
weeks and may continue during the second
half of the year, partly for seasonal reasons.
The large Treasury balance accumulated by
mid-1951 will be reduced somewhat over the
rest of the year, and as this occurs these
funds will also go into the hands of individ-
uals and businesses. The extent of any addi-
tional growth in the privately held money
supply in the second half of the year will be
determined largely, however, by future de-
velopments in bank credit, to both private
borrowers and the Government.
The Government will need to increase
its borrowings during the next six months.
To the extent that new funds can be ob-
tained from nonbank lenders, the supply
of money will not be affected, but if funds
must be borrowed from the banking sys-
tem, including the Federal Reserve, the
effect will be an expansion in the money
supply. Business demands for credit may
be large in view of prospective plant and
equipment expansion, the general over-all
pressure currently being exerted on business
financial positions, tending to increase the
volume of outside financing, and the greater
difficulty of obtaining outside funds through
capital market channels. On the other
hand, inventory expansion should be a less
significant factor in bank borrowing than it
was last year. Consumer borrowing may be
at a rate which will not add significantly to
total outstandings. With some further re-
duction in housing construction, demand
for mortgage credit may be very little, if any,
greater than can be supplied from current
savings available for such investment.
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